STATE OF MAI NE Docket No. 98-820
PUBLI C UTILITIES COW SSI ON
February 3, 1999

BANGOR HYDRO- ELECTRI C COVPANY ORDER APPROVI NG
Di vestiture of Generation Assets STI PULATI ON
Request for Approval of Sale of

CGenerati on Assets

VELCH, Chairnman; NUGENT and DI AMOND, Conm ssioners

We approve the sale of generation assets from Bangor
Hydr o- El ectric Conpany (BHE or Bangor Hydro) to Penobscot Hydro,
LLC. W nake findings to certify that the generating facilities
shoul d be granted Exenpt Wol esal e Generation (EW5 status by the
Federal Energy Regul atory Comm ssion (FERC). W al so nmake
findings that Maine |law grants to BHE, or its predecessors,
rights, privileges or immnities that are generation assets
required to be divested.

As a condition of electric industry restructuring, BHE nust,
with limted exceptions, divest all generation assets and al
generation-rel ated business activities by March 1, 2000. P.L.
1997, ch. 316 enacting 35-A MR S. A § 3204(1). BHE nust divest
in accordance with the plan submtted to and approved by the
Comm ssi on.

By order dated June 17, 1998, the Conm ssion approved BHE s
divestiture plan. The plan was devel oped with the assi stance of
Reed Consulting G oup. BHE and Reed devel oped an auction or bid
process. The process included the opportunity to purchase the
whol esal e and retail functions of the Conpany including the
“Bangor Hydro” nane, sale of contract entitlenents and the sale
of certain transm ssion assets. During the spring and sumer of
1998, BHE and Reed conducted the bid process.

On Septenber 25, 1998, BHE sel ected PP&L d obal Inc. as the
w nni ng bidder for nost of the assets. BHE and PP&L d obal
entered into an Asset Purchase Agreenent (APA) whereby BHE agreed
to sell:

(1) BHE' s hydro-electric facilities, BHE s rights and
interest relative to the proposed Basin MIIls project and
Penobscot Hydro Co., Inc.’s (PHC, a wholly-owned subsidiary of
BHE) 50% interest in the partnership known as Bangor-Pacific
Hydro Associ ates that owns the West Enfield Hydro-El ectric
proj ect ;
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(2) BHE's 8.333% interest (51.7 MN in Wman Unit No. 4 in
Yar nout h; and

(3) certain “transm ssion” assets, including BHE's right to
devel op and utilize a second 345 kV tie-line with New Brunsw ck,
BHE s rights and obligations under the “Hydro Quebec Agreenents,”
whi ch are the agreenents other than the support agreenents
related to BHE s participation in the NEPOOL/ Hydro Quebec
i nterconnection, and BHE' s rights to 100 MNof firmtransm ssion
service over the Miine Electric Power Conpany (“MEPCO)
transm ssion |ine.

BHE (and its wholly-owned subsidiary, PHC), and PP&L d obal
executed the followng ancillary agreenents which are either
attached or referenced in the APA

1. The Assignnment and Assunption Agreenent (agreenent
provi des that various contractual rights and obligations wll be
transferred fromBHE or PHC to PP&L d obal);

2. The I nterconnection Agreenent (agreenment provides
certain terns governing the operation after the sale of each
party’s assets to the extent they affect the operation of the
ot her party’ s assets);

3. The Transitional Power Sal es Agreenent (agreenent
provi des terns under which PP& d obal will sell output of wholly
owned hydro units to BHE between the closing date and March 1
2000);

4. The Equity Contribution Agreenment (agreenment obligates
PP&. d obal’s parent to provide sufficient funds to PP& d obal
to purchase assets);

5. The MEPCO confirmati on Agreenent (agreenment provides
for assignnent to PP& G obal of BHE s rights to MEPCO
transm ssion service);

6. The Hydro- Quebec Transfer Agreenent (this agreenent to
be drafted and executed prior to closing wll transfer to PP&L
G obal certain contractual rights held by BHE related to the
NEPOOL/ Hydr o- Quebec i nterconnection);

7. The Separation Docunent (this docunent to be drafted
and executed prior to closing will identify the actual point of
separation between those assets which are being transferred to
PP&L d obal and those which are being retai ned by BHE)

8. HQ Transfer Agreenent;
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9. Menor andum of Under standing on Basin MIls Hydro
Proj ect Devel opnent;

10. Menorandum of Under standi ng on Transm ssi on Project
Devel opnent ; and

11. Prelimnary Form of Separation Docunent.

The proposed transfer to PP& d obal of PHC s partnership
interest in Bangor-Pacific Hydro Associates is subject to the
rights of Ogden Power Corporation, PHC s partner in
Bangor-Pacific Hydro Associates. Specifically, Ogden holds a
right of first refusal under the partnership agreenent. I|f QOgden
exercises the right, BHE will be obligated to transfer PHC s
partnership interest to Ogden on substantially the sane terns and
conditions as the proposed sale to PP& G obal .

BHE rejected all bids for the diesel units, the G aham
Station generation units, the water storage sites, the marketing
function and nane, and the power purchase agreenents.

On Cctober 21, 1998, BHE filed a petition seeking
authorization to sell the generating assets to PP& d obal, Inc.
or its wholly-owned assignee in accordance with the terns and
conditions in the APA and various ancillary agreenents. Sonetine
thereafter, PP& d obal, Inc. exercised its rights under the APA
to desi gnate Penobscot Hydro, LLC, an affiliate of PP&L G obal,
Inc., as the entity to which ownership of the assets will be
transferred.

After providing notice and opportunity to intervene, the
Exam ner granted the petitions to intervene of the Public
Advocat e, Penobscot Hydro, LLC, and the late-filed petition of
the I ndustrial Energy Consuner G oup (IECG.

The First Amendnent to the Petition filed on Decenber 4,
1998 requested PUC certification that certain statutory rights
being transferred to Penobscot Hydro, LLC, were necessary to the
ownership or operation of certain hydro-electric generating units
being transferred to Penobscot Hydro, LLC

The Second Amendnent to the Petition filed on Decenber 23,
1998 requested that the Conm ssion approve the retention by BHE
of 11 diesel-fired generating units |ocated at Bar Harbor,
Eastport and Medway. For the units |located in Bar Harbor and
Eastport, BHE is requesting an exenption fromthe divestiture
deadl i ne because the units are needed for transm ssion support.
For the units located in Medway, BHE is seeking a 3-year
extension of the divestiture deadline pursuant to 35-A MR S. A
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8§ 3204(3) and proposed Chapter 307 in order to inprove the
potential sale value of those units.

After discovery and technical and settlenent conferences,
BHE, Penobscot Hydro, LLC, and the Public Advocate filed a
stipulation. The |IECG does not oppose the stipulation. By the
stipulation, the parties recommended that the Conm ssion
aut hori ze the sale of assets to Penobscot Hydro, LLC

The parties raised concerns about the future devel opnent of
t he proposed Basin MIIls hydro project and BHE s option to
participate in the ownership of the project. The concerns
focused on the issue of whether the option constitutes a
generation asset that BHE nust divest by March 1, 2000. BHE
negoti ated the option in order to retain the possibility that it
m ght receive value to offset sone of its unrecovered investnent
in Basin MIls. The parties decided to assune that the option
constituted a generation asset, but to urge the Comm ssion to
grant BHE an extension to 2004 to divest the asset, pursuant to
35-A MR S. A § 3204(3).

The sale to a generator of the rights to develop the
proposed 345 KV tie line with New Brunswi ck al so rai sed concerns.
The owner of such a transmission line fits the definition of a
T&D utility under the Restructuring Act, 35-A MR S A
§ 3201(19). At this point, ownership issues have not been
decided, and it is not clear what entity will own the line. The
parties agree that the Conm ssion’s approval of the sale of the
rights to devel op the 345KV |line does not constitute approval,
acceptance or a finding regarding the | awful ness or consequences
of any particular ownership structure of the 345KV line. At
settlenment conferences, it becane clear that the parties do not
view the sale of BHEEs MEPCO entitlenent to Penobscot Hydro, LLC
as presenting simlar issues involving the possibility of
ownership or control of a transm ssion asset and that therefore
no special nmention of the sale of the MEPCO entitl enent was nade.

The parties al so recommended that the Conmm ssion grant BHE
an extension to divest its diesel generators, nmake the necessary
findings to certify BHE' s generation assets as “eligible
facilities” to attain EWG status, and make the necessary findings
pursuant to 35-A MR S. A § 3204(8).

By the stipulation, the record in this case includes BHE s
prefiled testinony and the data responses by BHE. W have
reviewed the record and find that the resolution of this case
recomended by the stipulation is reasonable. Accordingly, we
approve the stipul ation.
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We have reviewed the auction process and Bangor Hydro’s
deci sions during that process. W find that Bangor Hydro pursued
all reasonable neans to reduce its potential stranded costs by
its auction and sale of assets to Penobscot Hydro, LLC.
Accordingly, we authorize the sale of assets to Penobscot Hydro,
LLC pursuant to 35-A MR S.A 8 1101. To the extent the asset
sal e al so invol ves the abandonnent of property or service within
the neaning of 35-A MR S. A 8 1104, the transaction is also
approved pursuant to that section.

For tax efficiency reasons, instead of selling Penobscot
Hydro Conpany, Inc., BHE will retain the corporation as a
subsidiary and the subsidiary will sell its partnership interest
i n Bangor-Pacific Hydro Associates. To the extent that the
partnership interested is a “voting security” as defined in 35-A
MRS A 8 707(1)(c), we approve the transfer of the partnership
interest under 35-A MR S.A 8 708, the reorgani zation statute.

Bangor Hydro's investnent in the redevel opnent of the West
Enfield Hydro-Electric facility was approved by the Conmi ssion in
1986. Re: Bangor Hydro-Electric Conpany, No. 86-16 (My 27,
1986). In that order, the Conm ssion approved a stipulation
whi ch included a condition that the Conmm ssion approve a transfer
of its subsidiary’s partnership interest. W also approve the
transfer pursuant to the Docket 86-16 Order.

The stipulating parties request the Comm ssion to issue
Exenpt Whol esal e Generation (EWG findings wwth the O der
Approving the Sale of Assets. Penobscot Hydro, LLC, plans to
file applications for EWG determ nations with the FERC. Because
the facilities to be sold were reflected in rates on Cctober 24,
1992, under federal |aw, the Miine Conm ssion nust certify that
allowng the facilities to be eligible: (1) wll benefit
consuners; (2) is in the public interest; and (3) does not
vi ol ate Mai ne | aw.

We have concluded that the transfer of the assets to
Penobscot Hydro, LLCis in the public interest. Consunmers wll
benefit by the inplenentation of the Legislature s requirenents
of separation of generation fromtransm ssion and distribution,
as well as by the reduction in stranded costs. The assets are
transferred because of state |law, obviously not in violation of
state law. Because the Restructuring Act separates generation
fromtransm ssion and distribution and will renove generators
fromthe definition of electric utility, allowng the transferred
facilities to be eligible facilities: (1) will benefit consuners;
(2) isin the public interest; and (3) does not violate Mine
| aw.
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During its 1998 session, the Maine Legislature passed a | aw
authorizing utilities to convey their generation-asset-rel ated
rights, privileges and imunities which are required to be
di vested under the Restructuring Act. The new law, codified at
35-A MR S. A § 3204(8), authorizes the transfer of
generation-asset-related rights, privileges and imunities, but
only after (1) the utility provides to the Conm ssion a copy of
the law granting the rights and a description of the proposed
transfer and (2) the Comm ssion specifically finds that the | aw
grants rights, privileges or immnities that are generation
assets required to be divested or that are necessary to the
ownership or operation of generation assets required to be
di vested. On Decenber 4, 1998, BHE provided a copy of |aws that
grant to BHE (or its predecessors) the rights, privileges or
immunities that BHE believes are generation-asset-rel ated and
t hat BHE proposes to transfer to Penobscot Hydro, LLC

Havi ng exam ned the | aws provided to the Conm ssion by
Bangor Hydro-El ectric Conpany pursuant to 35-A MR S A
8 3204(8), the Commi ssion finds that the follow ng statutory
rights are necessary to the ownership or operation of certain
generating assets being sold by BHE to Penobscot Hydro, LLC

1. The MI1 Act, 38 MR S. A 8§ 651; and

2. The Act to Amend and Make Valid the Organi zation of the
Bodwel | Water Power Conpany, and for other purposes, P.S. &.. 1883,
c. 279.

We find that BHE s ownership of its diesel-fired generating
units in Bar Harbor and Eastport are necessary for BHE to perform
its obligations as a transm ssion and distribution utility in an
efficient manner. Accordingly, BHE is not required to divest its
diesel-fired generating units in Bar Harbor and Eastport pursuant
to 35-A MR S. A 8§ 3204(1).

We extend the deadline for BHE to divest its diesel-fired
generating units in Medway until March 1, 2003. W find that
extending the divestiture deadline for those units for three
years is likely to inprove their sale value. BHE is required to
file a report with the Comm ssion and all parties no |later than
March 1, 2002 analyzing its continued need to retain ownership of
the diesel units in Medway.

As requested by the stipulating parties, to the extent that
t he Hydro- Quebec Transfer Agreenent constitutes a “significant
agreenent or contract” within the neaning of 35-A MR S. A 8§
3133-A, we issue BHE a certificate of public conveni ence and
necessity approving the transaction.
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In the event Ogden Power Corporation exercises its right of
first refusal under the Bangor-Pacific Hydro Associ ates
Partnershi p Agreenment to require Penobscot Hydro Conpany, Inc. to
transfer its partnership interest to Ogden rather than
Penobscot - Hydro LLC on substantially the sanme terns and
conditions as the proposed sale to Penobscot Hydro, LLC the sale
to Ogden is hereby approved pursuant to 35-A MR S. A § 1101
35-A MR S.A 8§ 708, and the Comm ssion’s Order dated May 27,
1996 i n Docket 86-16.

To the extent that BHE s continued participating in the
ownership (or potential ownership) of the proposed Basin MIIs
Hydro project constitutes a generation asset or
generation-rel ated busi ness, we extend the divestiture deadline
to March 1, 2004. W find that extending the divestiture
deadline for Basin MIIls for four years is likely to inprove the
sale value of BHE s interest in the project. Pursuant to the
stipulation in this case and notw thstanding the terns and
conditions of the Basin MIIls Menorandum of Understandi ng, BHE
must relinquish or sell its option to acquire an equity interest,
or any equity interest acquired in Basin MIls by exercising its
option, no later than March 1, 2004.

Accordi ngly, we

ORDER
That the sale of Bangor Hydro-Electric Conpany’ s assets to
Penobscot Hydro, LLC, pursuant to the Asset Purchase Agreenent
entered into on Septenber 25, 1998 between Bangor Hydro-Electric
Conpany and PP& d obal, Inc., is authorized.
Dat ed at Augusta, Maine, this 3rd day of February, 1999.

BY ORDER OF THE COWM SS| ON

Dennis L. Keschl
Adm ni strative Director

COWM SSI ONERS VOTI NG FOR: VELCH
NUGENT
DI AMOND
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NOTI CE OF RI GHTS TO REVI EW OR APPEAL

5 MRS A 8 9061 requires the Public Uilities Comm ssion
to give each party to an adjudicatory proceeding witten notice
of the party's rights to review or appeal of its decision nade at
t he concl usion of the adjudicatory proceeding. The nethods of
adj udi catory proceedi ngs are as foll ows:

1. Reconsi deration of the Comm ssion's Order nay be
request ed under Section 6(N) of the Comm ssion's Rul es of
Practice and Procedure (65-407 C MR 11) within 20 days of
the date of the Order by filing a petition with the

Comm ssion stating the grounds upon which consideration is
sought..

2. Appeal of a final decision of the Conm ssion nay be
taken to the Law Court by filing, within 30 days of the date
of the Order, a Notice of Appeal wth the Adm nistrative
Director of the Comm ssion, pursuant to 35-A MR S. A § 1320
(1)-(4) and the Maine Rules of Cvil Procedure, Rule 73 et
seq.

3. Addi tional court review of constitutional issues or

i ssues involving the justness or reasonabl eness of rates may
be had by the filing of an appeal with the Law Court,
pursuant to 35-A MR S. A § 1320 (5).

Not e: The attachnent of this Notice to a docunent does not
indicate the Commi ssion's view that the particular docunent
may be subject to review or appeal. Simlarly, the failure
of the Comm ssion to attach a copy of this Notice to a
docunent does not indicate the Comm ssion's view that the
docunent is not subject to review or appeal.



